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SOME FACTS AND TRENDS AFFECTING MORTGAGES 


LL summer long our ears havebeen ringing witha babel of opinions and pre- 
A dictions about the condition of American business. Some have been bearish, 

some sanguine and some middle-of-the-road. Despite all this economic 
sounding off, the fact, in clear focus, is a national economy still stupendous as com- 
pared to prewar standards and only slightly below its postwar peaks. Production, 
employment, personal income and fixed business investment continue totaling high 
volume. What hurts is the drop from inflationary summits and the fear that a re- 
cession is eating at the vitals of our prosperity. All over the country the inclina- 
tion of bankers and business executives is to play their cards close to their vests, 


The President in his midyear report to Congress and the nation, on July 11, 
frankly admitted that the direction of the economy is toward a lower level but he 
emphasized the generally moderate and orderly character of the adjustment as a 
“transition period” in business. In the President’s own words: “We are still 
operating at high levels of employment and production . . . We are not in a depres- 
sion.” Then he went on to say that what was needed was to pump new life into a 
sagging economy and among the “tools” he talked of using was deficit financing. 
And on August 4 the United States Government deserted the ways of fiscal probity 
and returned to deficit financing for the first time in more than three years. 


In spite of the President’s calm and confident talk and the Council of Economic 
Advisers’ “we find the prospects reassuring,” mortgage bankers of our acquaintance 
display a strong tendency to look for guidance from past experiences comparable, 
in some ways, to the present. Many of these bankers have long memories and so the 
encouraging reassurances of Mr. Truman and his enumeration of the tools which he 
has in mind to shore up the economy, and what they mean, are being carefully 
weighed. While bankers are quite ready to agree that a “mild and orderly” read- 
justment holds but little grounds for worry, it would appear that they are deter- 
mined to pursue the cautious and conservative lending policy which they have been 
following for some time past. The truth of the matter is that many experienced 
mortgage lenders are not wholly at ease with the present situation and they are 
queasy about the future. Moreover, none of them we know has embraced the opinion 
recently advocated that real estate facts don’t fit cycle theories and that the rug 
has been pulled from under the cycle disciples. Such strange logic belongs with 
the mishmash of weird reasoning that is gone with the wind. 


To show how fine the mesh through which conventional mortgages are being 
screened by one of the largest savings banks, out of over 1,300 applications for 
loans during the past year only 23 were accepted. Total applications were $265 
million, acceptances $2.8 million. This same bank in the past three and one-half 
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years has received applications for conventional loans amounting to $1 billion 
10 million and has accepted but $14 million, believe it or not. The loans involved 
were on income properties in a metropolitan area. What were the reasons for this 
low ratio of loans to applications? The prospective borrower either requested too 
high a percentage loan or was not willing to meet the terms of repayment the bank 
required, A senior executive of this bank told me that it is bearish for the long pull 
but thinks deficit financing and public housing may push up real estate prices during 
1950 about ten per cent. It is interesting to note that the conventional portfolio of 
this bank is well over $150 million (less reserves) while its portfolio of Federally 
insured mortgages is considerably greater in amount. The mortgage portfolio of 
this powerful bank is a further confirmation of our contention that at least fifty 
per cent of the mortgage investment should be in insured loans. 


The record of mortgage activity has been one of steady decline since the begin- 
ning of 1948, At that time our index read 196.4 and by the end of June of this year 
(latest figures available at this time) it had drifted down to 150.0 on the index. Ina 
year and five months the drop has been almost 24 per cent. This slowing down in 
mortgage activity has not been due to any general lack of mortgage funds as during 
the first quarter of 1949 more than $3.5 billion was added to the savings accounts 
of the nation, most of which could normally be invested in mortgage financing, plus 
the increase in other moneys available for the same purpose. Rather, the downward 
tilt in mortgage activity can be attributed to buyer resistance to high construction 
costs, less demand for more expensive homes, and the tightening of mortgage 
terms, especially on older houses. The total volume of new home mortgages for 
the first five months of 1949 fell $413,019,000 below the figures for the same period 
of 1948. For the same months of 1949 new home mortgages insured by FHA in- 
creased $166,883,000. New mortgage loans of all savings and loan associations 
decreased $275,728,000 in 1949 below their figures for the first five months in 1948 
and GI guaranteed home loans held close to their 1948 figures. While we have no 
over-all statistics on the volume of conventional mortgages, it is quite probable that 
the loss in total mortgage loans so far in 1949 took place in this type of financing. 
The drop in the mortgage volume figures of the savings and loan associations indi- 
cates this, as their operations are largely on a conventional basis. However, the 
amazing pick-up in housing starts of nonfarm residential construction in June and 
July (196,000) may establish a more favorable relationship between the 1949 and 1948 


mortgage volume when the dollar figures for mortgages made during these two 
months are released, 


Earlier this year the Board of Governors of the Federal Reserve System in its 
Survey of Consumer Finances for 1949 estimated that the number of homes that 
would be purchased in 1949 would be 2-3 million. In 1948 the estimate by the Board 
of Governors of planned home purchases was 1.7-2.6 million, and the actual number 
purchased was approximately 2.4 million. If the ratio of actual to planned purchases 
in 1949 proves as favorable, at an average planned expenditure of $8,200 per home, 
it should be an excellent year for mortgage financing when the final score is totted 
up. Last year practically seventy-five per cent of all homes purchased were financed 
by mortgage loans. The average loan was sixty per cent of the purchase price with 


one-third of borrowers securing loans equal to eighty per cent of the purchase 
price. 


As is invariably the case, some lenders are having an active business while 
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others, for one reason or another, are doing a relatively small volume. There is 
undoubtedly a scarcity of desirable conventional loans while both the supply and 
demand for insured mortgages is on the increase. One national bank of our ac- 
quaintance, in the suburban area of a large city, reported to us that its business 
is much larger than it expected. This bank does a really superlative job in origi- 
nating FHA loans and selling them to other banks, while retaining the servicing. 
Six months ago none of its customers was interested in buying mortgages and now it 
cannot adequately supply the demand, Mortgage brokers in FHA mortgages tell us 
that their business is on the upswing and they expect the market for such loans to 
stiffen as a result of the action of the Federal Reserve open market committee in 
strengthening the market for Government bonds, Another factor which will probably 
advance the premiums and lower the yields of FHA loans is the permission given the 
mutual savings banks of New York and Massachusetts to purchase these mortgages 
anywhere in the United States. 


The huge New York City banks will most likely favor Section 608 loans on garden- 
type apartment properties while the major buying by the Massachusetts banks will 
probably be Title II loans on individual homes, 


While a very large volume of mortgage funds is flowing into insured mortgage 
channels, there are many mortgage bankers, particularly in the smaller centers, 
who, except for the GI loans they make, confine their mortgage activities to the 
conventional type. They get a higher interest rate and a mortgage pattern conform- 
ing to their own ideas of mortgage financing. But the competition for conventional 
loans is plenty sharp because of the tighter terms asked by prudent lenders and the 
resultant reduction in acceptable applications. Then, mortgage brokers with loans 
to place are shopping their wares around more diligently than they have been in an 
effort to secure very favorable terms in a rather exacting market. Real estate men 
with a sale to finance are also shopping around aggressively for the same reason, 
All brokers are hot on the trail of commissions and their convincing and persuasive 


sales talk has put many a loan on the books which may later turn out to be marginal 
and a headache, 


The primary aim of almost every banker now is a larger proportion of mort- 
gages to deposits. But a side of the picture we cannot erase from our mind is that 
this pressure to increase earnings in a time of rising expense ratios can lead to 
over-optimism in screening applications, It is an apothegm that solicitation of 
mortgages must go hand in hand with wise underwriting. 


The volume of nonfarm mortgages of $20,000 or less was over $11 billion in 
1948 and so far this year about $6 billion more have been made, We cannot help 
but ponder, however, in this vast expansion of housing credit how many homes may 
have been acquired by individuals who do not comprehend or fully appreciate the 
responsibilities of home ownership. 


The full impact of the repayment of the mortgage debt, taxes, insurance and 
maintenance has yet to be felt by a large number of mortgagors. In servicing mort- 
gages to their maturity date, many trouble cases can be expected, The self- 
amortizing loan, with its steadily decreasing principal, has provided an element 
of safety for mortgage investments that previously never existed. But at the same 
time it has created a very large number of small equity home owners many of whom 
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have so little invested that they would be without a strong incentive to protect their 
shoestring ownership should there be a serious reversal in the economy. 


Changes in the economy which have taken place in the last year are causing 
sagacious institutional mortgage lenders to scrutinize their mortgage portfolios 
and to plan on more scientific methods of reviewing mortgages, with primary em- 
phasis on the safety of the mortgage security throughout the full term of the loan, 
The old presumption that a loan not in default was free from defects and called for 
no attention is passing away. 


Historical data prove that mortgages, based as they are on a percentage of value, 
made during a time of inflated prices and rapid expansion of credit will prove to be 
more vulnerable than those made when values were on a lower level. A large pro- 
portion of the mortgages now held by banks, life insurance companies and other 
mortgage lenders consists of loans made under the relatively unfavorable condi- 
tions for mortgage lending which have existed in the postwar period, Due to changes 
which have developed subsequent to the origination of many of these mortgages or 
to circumstances which were overlooked when they were made, some substandard 
loans are bound to turn up in every portfolio. The practical objective of a mortgage 
review is to discover unsatisfactory loan conditions before it is too late to correct 
them. An awareness of what is happening is the greatest safety factor ever devised, 


There is a better feeling about business than there was three months ago, although 
there are soggy spots in the economy almost anywhere you poke a finger. The boom- 
ing motor industry and building construction are the wheel horses giving the strong- 
est uphill pull to business generally. President Truman’s repeated characterization 
of the current slump as a “transition period” in business and his statement that “the 
tools are at hand for continued economic expansion” are not meeting with much 


enthusiasm, Business men take much of what Mr. Truman has to say witha salt 
shaker close by. 


Wasn’t it King Canute who tried to reverse the tide? 


In discussing the present outlook with executives of mortgage financing institu- 
tions and investment firms we haven’t found any robust optimists, For valid rea- 
sons they do not harbor the idea that this is another 1929 but the consensus is that 
a sound program to encourage dynamic business progress is still lacking. Without 
cavil or scurrying around Robin Hood’s barn, our own opinion is that, while mea- 
surable facts are still favorable, the underlying trend of the real estate market is 
down and will probably continue to settle gradually for some time to come. In any 
event, whatever postwar “normalcy” may hold for us, we are heading into it. 


E. G/JOHNSON 











